
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world by JSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.jstor.org/participate-jstor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



ADVANCE LETTER ON 

GENERAL BUSINESS CONDITIONS 

Jebruary /, ICJ20 



I. THE INDEX 

The Forecaster 

IN January our forecaster, curve A, decreased for the 
third consecutive month. All three series of the 
speculative group, New York bank clearings, the vol- 
ume of sales on the New York Stock Exchange, the 
prices of industrial stocks, moved downward between 
December and January. The continued decline of 
curve A indicates a recession in commodity prices and 



with 24,850,000 in December, 30,170,000 in November, 
and 37,350,000 in October; the last named figure is 
the record for the period since January 1906. As we 
have said, the continued decrease of speculative activity 
from a high level forecasts a recession in commodity 
prices and business activity. 

Interest Rates 

Just as significant a forecast is given by curve C, 
based on the rates on commercial paper. There has 
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business activity beginning between April and Decem- 
ber. The probability is that the recession will take place 
early rather than late in the period named because the 
intervals between the fluctuations appear to have be- 
come shorter since the war. 

In January New York clearings amounted to $23,- 
140,000,000, compared with $23,980,000,000 in Decem- 
ber. This is a decrease of 3.5 per cent compared with 
a normal seasonal increase of 6 per cent. 

The average price of twenty industrial stocks was 
$104.60 in January compared with $105.60 in Decem- 
ber; the price of twenty railroad stocks $74.90 com- 
pared with $75.20. On February 3, 1920 the indices for 
industrials and rails were $99.96 and $73.56 respectively. 

The number of shares sold on the New York Stock 
Exchange during January was 19,950,000 compared 



been a continuous increase since October in the rates 
on commercial paper corrected for seasonal variation. 
In January there is usually a seasonal decline from 
December of about 1/10 in commercial rates and 3/10 
in call rates. This year the seasonal decline has not 
appeared — in fact, there has been an increase in the 
actual rates on commercial paper which means, of 
course, a marked increase in our corrected rates. 

The marked increase in curve C from a fairly high 
to a much higher level indicates that a period of liqui- 
dation for both securities and commodities is in pros- 
pect. Thus the evidence given by curve A that there 
is to be a recession in commodity prices is supported 
by the movement of curve C. It is only since last No- 
vember, when the artificial depression of federal reserve 
discount rates came to an end, that curve C began to 
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reflect, in its customary pre-war manner, the condition 
of the money market. 

The Charts for 1903-14 and 1918-19 

The interpretations placed upon the movements of 
the curves shown in our current Index of Business Con- 
ditions are based upon the movements of similar curves 
in our Index showing business conditions during the 
period 1903 to 19 14. For the purpose of more con- 
venient comparison, the chart showing this earlier 
period is reproduced on pages 2 and 3 of this letter. 
In our current Index Chart curves A and C appear to 
be approaching a crossing point on a high level. Simi- 
lar crossing points were reached in the years 1906, 1910, 
and 1 91 2; and these points are indicated by arrows in 
the chart for 1903-14. In every one of these cases a 
recession of commodity prices and business activity 
followed the crossing of curve A by curve C upon a 
high level. 

Does the earlier chart afford any evidence as to 
whether the liquidation of business activity will be of 
short or long duration ? The recession that occurred 
in 1907, following the crossing of curves A and C late 
in 1906, was violent; while those which occurred in 
1910 and 1913 were much less severe. In 1907 there 
was a panic; in 1910 and 1913 there was merely mod- 
erate liquidation unaccompanied by spectacular events. 
In determining whether the present business situation 
resembles that existing when a high crossing point was 
reached in 1906 or those prevailing when similar points 
were reached early in 1910 and in the middle of 191 2, 
the position of curves A and C on our current Index 
Chart offers some evidence. 

At present in January, 1920, curves A and C are in 
relatively high ground. They are even in considerably 
higher ground than in 1906. Consequently the similar- 
ity to 1906 is more marked than to 1909-10, or 1912. 



This parallelism would indicate that a violent reaction 
in business is ahead. Before forecasting, however, that 
there will be a violent collapse in the spring or summer 
of 1920, three considerations should be pointed out: 

1. The position of our base line at the present time 
may be too low; with the result that our curves 
may be somewhat too high on the chart. 

2. We have been compelled to use less comprehensive 
data at the present time than were used in the 
period 1903 to 1914. For instance, the reserves, 
deposits, and loans of New York Clearing House 
Banks do not possess their former significance, 
and therefore do not appear in curve C as they 
formerly did. 

3. The fundamental economic conditions in 1920 
differ in certain important respects from those 
prevailing in 1906. 

Of these three considerations the first two relate to 
statistical difficulties encountered in constructing for 
1 91 9 and 1920 a chart that will be similar to the chart 
for the period 1903 to 1914. We believe them to be of 
minor importance as compared with the third considera- 
tion which, since it involves economic as well as statis- 
tical analysis, will be treated in the following section. 

II. ECONOMIC ANALYSIS 

Study of the index chart has led us to the conclusion 
that the movement of the curves at the present time is 
more like that of 1906 than of any other year in the 
period 1903-14. Before coming to a conclusion, how- 
ever, concerning the nature of the liquidation ahead 
of us, it is necessary to compare in detail the funda- 
mental conditions preceding the panic of 1907 with 
those existing at the present time. This comparison 
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will be made under three heads: production, prices, 
and credit. 

Production in 1906-07 and 1919-20 

The quantity of commodities produced in 1906 and 
1907 reached record figures. Gross and net receipts 
of railroads, coal production, exports and imports, pig 
iron production, the volume of immigration, new rail- 
road mileage, and many other series reached maximum 
annual totals in 1907. The volume of production was 
very high in 1906, although it was below the maximum 
of 1907. The yield of numerous crops was high in 1904 
and 1905 and reached a maximum in 1906. The falling 
off in physical productivity did not begin until the 
autumn of 1907. 

With respect to the physical quantity of goods pro- 
duced, the year 191 9 differs decidedly from 1906. The 
quantity of merchandise exported in the fiscal year 
1 91 9 was greater than that in 191 8 to be sure, but de- 
cidedly less than that in 1917, or 1916. The output in 
1919 of coal, iron, steel, and a number of other basic 
commodities fell below that of 1918, and in several 
instances below the output of pre-war years. 1 

The best index of physical production for the United 
States by months is the net ton-miles of freight moved 
per mile of road operated. The total for 191 9 was 90.5 
per cent of that in 191 8. Although there has been a 
recovery since spring, the figures for all four quarters 
of the year were below those of 191 8. 

Information has recently been collected covering 
the sales of 30 large retail dealers located in all sections 
of the United States. Statistics of the volume of sales 
in dollars and of the number of articles of goods sold 
have been tabulated for recent years. Analysis of the 
data reveals the fact that the volume of sales increased 

1 For further data see p. 2 of the January Review and pp. 13-28 of the 
December Supplement. 



in most cases until November, 1919. Beginning with 
that month, however, and allowing for the seasonal 
increase in December and decrease in January, there 
has been an unmistakable falling off in value of sales. 
The number of units sold for some of these concerns, 
however, reached the maximum as early as 1916, and 
there has been a falling off since that date. Moreover, 
it may be said that for nearly all the concerns the num- 
bers of articles sold reached maximum in 19 17 and 
1918. In other words, the decline in the number of 
units sold by these concerns has been in progress for 
two or three years, although the decline in the volume 
of business measured in dollars began in the late 
autumn. In addition it may be said that some estab- 
lishments have reported great difficulty since autumn 
in disposing of high-priced and high-grade goods. 

Although inventories show a large value of stocks 
on hand, satisfactory evidence has not yet been pre- 
sented that, in general, the quantity of goods is large. 
In fact, the available evidence indicates that produc- 
tion and stocks at the present time are not excessive, 
whereas in 1906 they were very high. Today in some 
lines there appears to be an actual shortage relative 
to existing demands. If production and stocks are 
moderate, as they appear to be, the decline of prices 
and business activity will be, relatively, not as serious 
as it was in 1907. The situation at the present time, 
then, indicates that any liquidation that may occur 
will not be very drastic and that the recovery may be 
rapid. 

Prices in 1906-07 and 1919-20 

The general price and speculative movements in the 
years 1905-07 and 191 7-19 were similar. Prices of 
commodities reached the maximum in 1907; the prices 
of stocks, the volume of shares sold, and bank clearings, 
in 1906. The year 1919, however, differs from the year 



1906 in that a strong upward movement of prices has 
continued for five years, compared with an upward 
movement of only three years, reaching its culmination 
in 1907. The increase in prices between July, 1904 and 
March, 1907 was about 20 per cent and the decline be- 
tween March, 1907 and June, 1908 about 15 per cent. 
Since 1914 commodity prices have more than doubled. 
The price situation at the present time, however, is the 
result of war financing. The argument advanced by 
some, that because prices have gone up 125 per cent 
since 1914 they must go down a corresponding amount 
has no validity. A drop of 15 per cent from the present 
level would carry us below the low level of last spring. 

Credit in 1906-07 and 1919-20 

In 1905, 1906, and 1907 the reserves of New York 
banks were decreasing and they reached a minimum in 
1907. Interest rates on commercial paper were low in 
1904-05, but increased rapidly in 1906, and reached 
maximum in 1907. In 1906 the United States was in 
debt to Europe both for interest on permanent invest- 
ments and for principal and interest on finance bills, 
drawn to finance speculation. Today we are a creditor 
nation, and under ordinary circumstances would have 
the power to demand gold in the international market. 
It may be, however, that our debtors will not be able 
to meet their obligations which accrue during the com- 
ing year. It is the countries of the Orient and South 
America, rather than Europe, which are in a position 
to command gold from the United States. The power 
of these countries to drain gold from the United States 
in 1920, however, is undoubtedly much less than that 
of Europe in 1907. It does not seem probable that their 
demands will be great enough to weaken in considerable 
degree the banking position of the United States. 

More important than the preceding points of differ- 
ence between the present situation and that which pre- 
vailed at the end of 1906 is the fact that we now have 
the federal reserve system. Instead of a large number 
of independent banks each of which in time of diffi- 
culty sought its own safety by drastic curtailment of 
loans, we now have the federal reserve banks which 
were designed to secure rational, coordinated manage- 
ment of reserves in time of need. Since last November, 
by gradually increasing rediscount rates, the reserve 
banks have endeavored to check inflation and to pre- 
pare for any contingency. If they have acted in time, 
the country will be spared such an acute situation as 



developed in 1907, and we shall have an orderly process 
of liquidation which need not go to extremes. It is our 
belief that the federal reserve banks have acted in time, 
and we are therefore expecting that liquidation, when 
it comes, will be moderate and gradual. We are aware 
that more depends upon our central banks than de- 
pended upon individual banks under the old system. 
But the federal reserve banks still have excess reserves 
of $300,000,000 so that in case of need expansion is 
possible; and, moreover, it is to be remembered that 
during the last three months they have brought to bear 
a good deal of moral suasion upon member banks. We 
think it probable, therefore, that the federal reserve 
system will not disappoint the expectations of its 
builders. 

The recent increase of discount rates we have wel- 
comed as a factor making for safety, and further in- 
creases, which may probably follow, will be beneficial 
and not harmful. High interest rates which discourage 
speculation and compel careful scrutiny of loans should 
not occasion alarm provided it is known that necessary 
accommodation can be secured by those who really 
need it. There appears to be a sufficient margin of ex- 
pansion in the federal reserve banks to insure such ac- 
commodation as is actually necessary, and this fact 
certainly differentiates the present situation from that 
which obtained at the end of 1906. We have repeatedly 
called attention to the fact that capital strain exists 
and that, until this is remedied, both speculative and 
business activity will be held in check by advancing 
money rates. Business now faces a reaction from the 
rising prices and increased speculative activity of 191 9, 
but with firm and intelligent action by the federal re- 
serve banks we may expect within a reasonable time to 
get back to solid ground. 

III. CONCLUSION 

Our Index of Business Conditions and supplementary 
economic analysis lead us to the conclusion that the 
liquidation which has begun in security markets will 
shortly be followed by a recession of commodity prices 
and decrease of business activity. The period of read- 
justment ought not to be long, and, unless further 
untoward developments occur, recovery may be rapid. 
Liquidation in commodity markets, which will not lead 
to panic and may not be prolonged, is our forecast of 
the probable developments of the next six months. 
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